INTHE UNITED STATESDISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

IXL INC., )
aDelaware corporation )
)
Plaintff, ) No. 01 C 0763
)
V. ) Judge Gettleman
)
ADOUTLET.COM, INC. ) Magigtrate Judge Schenkier
a Delaware corporation, )
)
Defendant. )

REPORT AND RECOMMENDATION

At its core, this case presents a basc contract dispute between iXL, Inc. (*iXL") and
AdOutlet.Com, Inc. (“AdOutlet”). Initsamended complaint, iXL clamsthat it entered into acontract with
AdOutlet to provide consulting and web design servicesfor afee; that iXL provided the services, that iXL
billed AdOutlet $2,913,708.00 for the work and expenses associated with those services; but that
AdOutlet has only paid only $1,195,505.00 of the billedamount, leavingasubstantia shortfdl that iXL now
seeks to collect under theories of breach of contract, accounts stated, open book account, and quantum
meruit (Amended Complaint, Counts I-1V). AdOutlet denies that it owes iXL anything beyond what
AdOutlet dready has paid; indeed, AdOutlet complainsit has paid too much, and has asserted abreach
of contract counterclaim seeking recovery of an ungpecified amount for “sgnificant costs and expenses’

that AdOutlet dlegedly hasincurred because AdOutlet had to correct short-comings iniXL’ s performance.

Because the services for which the parties contracted involve copyright and other intellectud

property, both the amended complaint and the counterclaim seek to expand this case into far more than



a mere contract dispute. iXL clams that AdOutlet is using computer source code property that iXL
created, but for which AdOutlet has not paid, and that AdOutlet thus has committed misappropriation,
converson and unauthorized use of intellectud property in violation of common law (Count V), and
copyright infringement in violation of 17 U.S.C. 8 101, et. seq. (Count V1). For itspart, AdOutlet asserts
that it owns this source code, and that by iXL’s copyright gpplication, iXL has committed the commonlaw
tort of converson (Counterclam, Count 1) and has violated the Digital Millennium Copyright Act, 17
U.S.C. 8 1202 (Counterclaim, Counts I11-1V).

Itisthis intdlectud property side of the case that brings the matter before the Court at thistime.
iXL hasmoved for a prdiminary injunction(doc. # 11), seeking to bar AdOutlet from using the computer
code and intdlectud property dlegedly supplied by iXL on AdOutlet’s web ste. AdOutlet, naturaly,
resststhismotion. By an order dated February 16, 2001 (doc. #14), the motion for preliminary injunction
was referred to this Court for al necessary pre-trid proceedings and areport and recommendation. The
parties have fully briefed the mation, and have agreedthat the matter may be submitted for decisionwithout
the need for in-court testimony. On March 14, 2001, the Court heard ora argument on the motion.

Based on the documentary record and the arguments of the parties, the Court concludes that iXL
has faled to make an adequate showing of likelihood of success or irreparable harm to support a
preliminary injunction. Therefore, the Court respectfully recommends that the motion for preiminary
injunction be denied. In part | of this Report, we set forth the factua background relevant to this Court’s

recommendation. In part 11, we explain the reasoning that leads to this recommendation.*

'on March 21, 2001, after the briefing and hearing on the preliminary injunction motion iXL filed a second
amended complaint, which adds a common law claim for fraud, misrepresentation and deceit (Count VII). Thefirst six
counts remain unchanged from the amended complaint, and i XL does not seek any injunctive relief on its fraud claim.
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A. The Parties.

1 iXL, aDelaware corporation with its principa place of busnessinGeorgia, is engaged in
the business of providing professiona servicesto internet companies, including consulting and web design
sarvices (Second Amended Complaint (“S.A.C.”), 11). iXL provides its services to customers on a
project basis, and charges for its work based on an hourly fee for the work performed, as wdl as the
expenses incurred in performing the work (1d.).

2. AdOutlet is a Delaware corporation which does business in the State of Illinois (SA.C.,
12). AdOutlet’s core business activities are the “ aggregation, presentment, and transacting of advertisng
spacewithindl media(print, broadcast tdevison, cable, radio, out-of-home and Internet)” (M aster Service
Agreement, 1 6.5).

B. The Contracts Between the Parties.

3. On March 22, 2000, iXL and AdOutlet entered into a Master Service Agreement (“the
Agreement”), pursuant to whichiXL agreed to provide AdOutlet with consulting and web design services
on an hourly fee and expense basis (SA.C., 1 6). Asa substantia part of those services, iXL was to
create computer “source code” to assst in the operation of AdOutlet’ sweb ste(Pl.’ sMem., Ex. 1 (Smith
Aff.), 14). The AdOutlet web Site — located at www.adoutlet.com — provides, among other things, a
means by which media outlets can display and sdll advertisng time to companies or individuds (1d., § 3).

4, The Agreement contempl ated that the oecific tasksthat iXL would perform, and the price

for those tasks, would be set forth in separate Statements of Work (* S.O.W.”), whichwould incorporate



the terms of the Agreement (Agreement, 11 1.1). Set forth below are the terms of the Agreement and the
Statements of Work most germane to the present motion.

1 The Agreement.

5. Under the Agreement, i XL possessed the authority to “ determine the method, details, and
means of parforming the services to be performed hereunder, subject to the standards set forth in the
Statement of Work and the gpprova of Client, which shdl not be unreasonably withhed” (Agreement,
3). iXL warranted that it would perform servicesfor AdOutlet “in materid conformity to the specifications
set forthina Statement of Work contemplated hereunder ina professional and workmanlike manner” (1d.,
19.3). Atthe sametime, the Agreement contained adisclamer by iXL, stating that it did not warrant that
its services would be “error free,” or that AdOutlet would be able to obtain certain results due to the
services provided by iXL, or that iXL was providing any warranty of merchantability, title, or fitness for
aparticular purpose (Id., 1 10).

6. The Agreement specified that for the services provided under the Agreement, AdOutlet
“shd| pay to iXL thefeesin the amount and manner set forth in the Statement of Work” (Agreement,
5.1), as wdl as expenses (Id., 1 5.2). The Agreement stated that fees and expenses would be billed
monthly (1d., 15.1), and that amounts billed by iXL “will be due and payable within thirty (30) days after
the due date of an invoice therefor from iXL” (1d., 5.4). The Agreement provided for impostionof late
chargesof one and one-hdf percent per month(ld., 15.4). The Agreement dso st forth theremediesthat
iXL could pursue in the event of nonpayment by AdOutlet. If AdOutlet falled to pay for Sixty days after
the date of the invoice, the Agreement authorized iXL’s “suspension of the performance of the services’

(1d.,15.4). TheAgreement further provided that if iXL pursued legd action to recover on unpaid invoices,
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AdOutlet would be ligble to pay “in addition to any amount past due, plus interest accrued thereon, dl
reasonable expensesincurred by iXL inenforcing this Agreement, induding, but not limited to, dl expenses
of any legd proceeding related thereto and dl reasonable attorneys feesincurred in connectiontherewith”
(Id., 15.4).

7. The Agreement provided for various circumstances under whichthe Agreement could be
terminated. For example, the Agreement provided that upon adefault of payment by AdOutlet, which had
not been cured within thirty days, iXL could terminate the Agreement upon written notice (Agreement,
4.4). TheAgreement further provided for termination upon other material defaultsof dutiesand obligations
under the Agreement (other than payment obligations), if there was a falure to substantidly cure or
commence a cure of the default within thirty days of receivingwritten notice (1d., 4.2). Termination for
any of these foregoing reasons required notice, specifying the date of termination. The Agreement stated
that upon termination of the Agreement for any of the specified reasons, AdOutlet “shdl be obligated to
payiXL for adl servicesrendered pursuant to any outstanding Statements of Work through the effective date
of such termination” (1d., 1 4.6).

8. The Agreement adso set forth broad limitations of ligbility. Consequentid and punitive
damages, the recovery of logt profits, and damagesfor |oss of business“aising out of or inany way related
to this Agreement, the performancethereof, the use of the productspromised or servicesdelivered pursuant
to this Agreement, and/or aparty’ sdleged breach of this Agreement” are excluded (Agreement, 1 11.1).
Damages “of any kind arisng out of or in any way related to this Agreement, the performance thereof, the
products or services delivered pursuant to this Agreement, and/or a party’s aleged breach of this

Agreement” cannot exceed “the amount of the fee paid by Client toiXL” (I1d., 111.2). Moreover, the



Agreement specified that these limitations on liability gpply to “dl causes of action” whether based on
“federd, state and/or local law and/or ordinance’ (1d., 111.3).

9. The Agreement contempl ated that the partieswould exchange confidentia information, and
thus set forthterms defining what would condtitute suchinformationand governingitsuse. The Agreement
provided that “Confidentia Information” would include information prepared by a party (whether in ord,
written or digital form) relaing to, among other things, research, software, devel opments, processes, and
enginering (Agreement,  6.2), so long as it was not “independently devel oped by the recaiving party
without referenceto the disclosing party’ s confidentid information” (1d., §6.3). The Agreement provided
that upon termination, Confidentid Information isto be returned or destroyed (I1d., 6.1).

10.  The parties agreed that congtruction of the Agreement would be governed by the law of
the state inwhichiXL'’sofficeislocated (Agreement, § 15.4) —whichislllinois (see, e.g., Id., 1 14). The
parties likewise agreed that any suits concerning disputes under thisAgreement would be brought inacourt
located in the state in which iXL’s officeislocated (Id., 1 15.4).2

11. The Agreement contained a merger and integration clause, indicating that the Agreement
condtituted the “complete and exclusve satement of the agreement between them, and supersede[d| Al
prior contemporaneous proposals, oral or written, and dl other communications between them relaing to

the subject matter hereof” (Agreement, 1 15.7).

2When the payment dispute first arose, iXL brought a collection suit in state court in New Y ork, which is the
state in which AdOulet maintains an office to which notices under the Agreement are to be sent (Agreement, 114). In
that suit,iXL asserted contract claims and acommon law claim for misappropriation of intellectual property —but did not
assert a copyright claim or aprayer for injunctiverelief (Def.”s Mem., Ex. 4). AccordingtoiXL (Pl."sMem. at 7-8 n. 3),
iXL dismissed the state court action in light of the venue provision in the Agreement.
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12.  The Agreement also makes clear that iXL and AdOutlet did not intend to become
“partners, joint venturers, representatives or agents of each other” (Agreement, 115.10). This particular
provisonwas of obvious sgnificancetotheparties. whilethe Agreement stated that subsequent Statements
of Work would control to the extent they might contain provisons different from those set forth in the
Agreement, the Agreement specificaly provided that this would not be the case withrespect to paragraph
15.10. To the contrary, the Agreement provided that if a Statement of Work contained language
purporting to make the parties joint venturers or partners, that language would not be effective and
paragraph 15.10 of the Agreement would control (Agreement,  1.2).

2. Statements of Work.

13. Pursuant to the Agreement, the parties entered into Sx separate Statementsof Work (each
of those Statements of Work, dong with the exhibits, is attached to the Amended Complaint). The
Statements of Work eachfollowed a specific format. A Statement of Work would set forth the scope of
aproject, astart date, a project timetable, the work to be delivered to AdOuitlet, a proposed completion
date, and a price. Each Statement of Work then would contain an attachment, setting forth various
consulting terms and conditions (Exhibit A to each Statement of Work), and — as necessary — other
attachments elaborating on the work to be performed. We focus here on the terms and conditions.

14. The Statements of Work defined the “ Services’ that iXL would performasthose set forth
in the Statement of Work, and “Works’ as “al ddiverables developed or prepared by iXL in the
performanceof Serviceshereunder” (S.O.W., Ex. A, 1111.2, 1.4). The Statementsof Work contemplated
that in performing Services and Works for AdOutlet, iXL would use certain “Pre-Existing Works’ that

already had been developed by iXL (S.O.W., Ex. A, 1 1.1); that iXL aso would use certain “Client



Materids’ obtained fromAdOutlet, suchas information and ideas (1d., 1 2.2); and that iXL would create
certan new materid for AdOutlet. Paragraph 3 of the consulting terms and conditions set forth the
ownership rightsinthese three different categories of materias. Becauseit iscentrd to the present motion,
we st forth below that provison in its entirety:

3. “Work for Hire”. Client shdl retain dl title to Client Materids, including dl
copiesthereof and dl rights to patents, copyrights, trademarks, trade secrets and
other intdlectud property rights inherent in such Client Materids. iXL shdl nat,
by virtue of this Statement or otherwise, acquireany proprietary rightswhatsoever
in the Client Materids, which shdl be the sole and exclusive property of Client.
With the exception of Pre-Existing Works, the Services provided by iXL
and the Works shall constitute “work made for hire” for Client, as that
phrase is defined in Sections 101 and 201 of the Copyright Act of 1976
(Title 17, United States Code), and Client shall be considered the author
and shall be the copyright owner of the Works. |f and to the extent that
the foregoing provisions do not operate to vest fully and effectively in
Client such rights, iXL hereby grants and assigns to Client all rights
which may not have so vested, (except for rights in the Pre-Existing
Works). iXL shdl execute such documents and do such other acts as may be
reasonably necessary to further evidence or effectuate Client’ srights in and to the
Works. If any of the Works except the Pre-Existing Worksdo not qualify
for treatment as a “work for hire” or if iXL retains any interest in any
components of the Worksfor any other reason, i XL hereby grants, assigns
and transfersto Client ownership of all United States and international
copyrights and all other intellectual propertyrightsin the Works, subject
to certain rightsiXL described herein, and all the rights of use with
respect thereof which are intended to be conferred hereunder and under
the Statement, free and clear of any and all claims for royalties or other
compensation except as stated in this Statement. iXL grants Client in
perpetuity a nonexclusve, non-transferable license throughout the world to the
Pre-Existing Works that are incorporated in iXL Works provided to the Client
under this Statement for use with such Works.

(SOW., Ex. A, 1 3) (emphasis added.)?

3The Copyright Act defines “work made for hire” as“ (1) awork prepared by an employeewithin the scope of
his or her employment; or (2) awork specially ordered or commissioned for use as a contribution to a collective work,
as part of amotion picture or otheraudio visual work, as a translation, as a supplementary work, as a compilation, as an
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15.  The Statements of Work provided that AdOutlet “shal perform the tasks set forthin this
Statement, as a condition to iXL’s obligations to performhereunder,” and that at iXL’s request AdOutlet
shdl providedient materids “ required by iXL to perform the tasks set forth in the Statement” (1d., § 2.2).
The Statements of Work further provided that AdOutlet “shal comply in a timely manner, with al
reasonable requests of iXL for assistance in engbling iXL to fulfill any of iXL’s obligations under this
Statement,” and that a failure by AdOutlet to meet its deadlines would result in an extenson of the time
alowed for iXL to perform (SO.W., Ex. A, 1 24).

16.  The Statementsof Work provided AdOutlet with certain optionsto pursueif AdOutlet was
dissatisfied with iXL’s work. In the first instance, AdOutlet was required notify iXL of any materia
nonconformity withintwo weeks after delivery of the work. In the event of such notice, iXL hadaperiod
of thirty days to correct the nonconformity. If AdOutlet believed that iXL had falled to do so within thirty
days, AdOutlet had two choices (@) it could “reasonably” extend iXL’s time to correct the aleged
nonconformities, or (b) it could terminate the Agreement (1d., 1 2.3). In the event of the termination,
AdOutlet was entitled to arefund of the amountspaid toiXL, provided that AdOutlet returned to iXL all

of iXL’s Confidentia Information (Id.).

instructional text, as a test, as answer material for a test, or as an atlas, if the parties expressly agree in a written
instrument signed by themthat thework shall be considered awork madefor hire.” 17 U.S.C. § 101. The Copyright Act
further provides that “[i]n the caseof awork madefor hire,the employer or other person forwhomthework was prepared
is considered the author for purposes of thistitle, and, unless the parties have expressly agreed otherwise in awritten
instrument signed by them, owns all of the rights comprised in the copyright.” 17 U.S.C. § 201(b).
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C.

The Business Transactions Between the Parties.

Statement of Work No. 1 was sgned by the partiesby April 27, 2000; Statement of Work

No. 2 byMay 5, 2000; Statement of Work No. 3 by April 27, 2000; Statement of Work No. 4 by May 5,

2000; Statement of Work No. 5 by May 19, 2000; and Statement of Work No. 6 by May 19, 2000.

While these Statements of Work dl were signed in April and May of 2000, some of the work performed

by iXL (at least on Statement of Work No. 1) took place earlier.

Set forthbel owintextisachart (takenfromEx. 1(O) to AdOutlet’ sMemorandum), setting

forth for each Statement of Work the cost estimate provided, the amount actudly billed, the amount paid,

and the amount hilled but unpaid (these numbers vary dightly from those dleged in the complaint (see

S.A.C. 11 12-14), but we use these numbers as they are undisputed in the evidence submitted on the

moation):
S.O.W. Cost Billing Amount Amount
Estimate Paid Unpaid
Invoice Date Amount

A ssessm ent $235,000.00 63-133044 02/29/00 $236,620.00 $236,620.00 0
1 $787,200.00 | 63-133043 | 02/29/00 393,988.00 393,988.00 0
63-200286 | 06/05/00 398,971.00 398,971.00 0

63-202059 | 08/02/00 6,119.00 0 6,119.00
2 $30,000.00 63-200287 06/05/00 37,405.00 37,405.00 0

3 $52,000.00 63-201677 07/17/00 36,707.00 0 36,707.00

4In February 2000, prior to the signing of the Agreement, the parties apparently engaged in a project for some

assessment to be performed by i XL (see AdOutlet’s Mem., Ex. 1(0)). We also include that work on the chart, although
it does not appear to have been performed pursuant to a Statement of Work.
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4 $281,425.00 63-200317 06/05/00 128,521.00 128,521.00 0
63-202057 08/02/00 123,045.00 0 123,045.00
5 $650,000.00- 63-200744 06/16/00 192,727.00 0 192,727.00
850,000.00
63-201679 07/17/00 653,863.00 0 653,863.00
63-202377 08/03/00 248,859.00 0 248,859.00
63-203669 07/29/00 171,510.00 0 171,510.00
S.O.W. Cost Billing Amount Amount
Estimate Paid Unpaid
Invoice Date Amount
6 $289,000.00 63-202058 08/02/00 236,590.00 0 236,590.00
63-203049 08/31/00 48,783.00 0 48,783.00
TOTAL $2,324,625.0 $2,913,708.00 | $1,195,505.00 | $1,718,203.00
2, 524.0625.00

AdOutlet does not disputethat iXL actudly worked the hours for whichit billed AdOutlet

(Pl’sReply Mem., Ex. A (Shane Dep.) at 81, 82). Asthe chart makes clear, and as the parties do not

dispute, iXL has billed AdOutlet $2,913,708.00 for hours expended and expensesincurred in performing

work pursuant to the Statements of Work and the Agreement; setting aside expenses, the total amount

billed for the hourly component ($2,853,767.00) exceeded the cost estimate by $329,142.00. Most of

that excess is attributable to Statement of Work No. 5, which involved the source code for the launch of

the web site — the hourly fee for that work exceeded iXL’s estimate by some $400,000.00 (iXL brought

most of the other tasksin somewhat under the cost estimated).

The chart dso reveds another fact that the parties do not dispute: that is, that AdOutlet

has paid far less than the amount billed. AdOutlet has paid $1,195,505.00, leaving a baance billed but
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unpad of $1,718,203.00. An anaysis of the chart further shows that al of the payments made by
AdOuitlet were on invoices that were submitted on or before June 5, 2000. AdOutlet made no payments
whatsoever on Statements of Works Nos. 3, 5 and 6, and paid only alittle more than hdf of the invoice
amount on Statement of Work No. 4.

D. Disputes Between the Parties Concer ning the Sour ce Code.

21. During the summer of 2000, iXL sent portions of the source code to AdOutlet by e-mail.
Onor about October 1, 2000, iXL ddivered to AdOutlet two compact discs containing the source code
iXL created for the web site® Asit wasddivered to AdOutlet, the source code provided by iXL borea
legend stating that AdOutlet owns the copyright (1d., at 1 13 and Ex. Jthereto).

22.  The payment disputes between the parties reflect the ongoing disagreements betweenthe
parties during iXL’s performance of work of AdOutlet. AdOutlet has submitted documents reflecting
AdOutlet’s repeated and contemporaneous assertions that the work performed by iXL was inadequate,
and resulted in AdOutlet having to shoulder more of the burden and incur more internd gaff costs than
would have beenthe case had iXL performed more capably (see, e.g., AdOutlet Mem., Ex. 1 (Shane Aff.)
11 8-9). In particular, there were disputes concerning the source code to be used in connection with
AdOutlet’ swebste. AdOutlet damsthat despitereceiving specific and detailed ingtructionsfromiXL (1d.,
1 6), the source code prepared by iXL was fraught with defects, which over aperiod of severd months

iXL had difficulty in correcting and that, as aresult, AdOutlet personnd had to fix (1d., 118-9). AdOuitlet

5The parties do not specify the precise date of delivery, but the Court derives the October 1 date from the e-
mails submitted by AdOutlet, which show that thiswasiXL’s planned delivery date (see Def.’s Mem., Ex. 1 (Shane Aff.),
at Ex. K).
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dams that the vast mgority of the source code used for the AdOutlet web site thus was developed by
AdOutlet, and not iXL (Id., 1 11).

23. WhileiXL doesnot directly dispute that it encountered some difficulties in supplying code
and other information that met AdOutlet’s requirements, iXL contends that iXL ultimately provided
satisfactory code and other information—whichiXL contends AdOuitlet is usng without paying for it (AI.’s
Reply Mem., Ex. C (SmithAff.), l15-6). In particular, and contrary to AdOutlet’s assertion, iXL clams
that mogt of the code it supplied has been only minimaly changed by AdOuitlet, if a dl (Id., {1 7-15).

24. Despiteitscriticiams about the qudity of the codeiXL supplied, AdOutlet admitsthat it has
not exercised its option under paragraph 2.3 of the terms and conditions to the Statements of Work to
reject the source code, to return it to iXL, and to terminate the Agreement. Rather, AdOutlet hasingaled
the source code and continues to use it onitsweb ste. AdOutlet further admits that without the portions
of the source code that were supplied by iXL, AdOutlet’s web site would have to be shut down, since
users would not be adle to “officidly or efficiently do transactions’ (P’ sReply Mem., Ex. A (Shane Rule
30(b)(6) Deposition), at 159).

25. Despite their disputes, the parties do agree about certain key points concerning the source
code. The parties agree that the source code is copyrightable — indeed, they scarcely could maintain
otherwise, since each has filed an gpplication for a copyright in the code. On February 2, 2001, iXL filed
anapplication for copyright in the work entitled “ Online Media Management Sysem” (S.A.C., EX.E). In
that gpplication, XL designated itsdlf asthe author, and indicated that the contribution was a“work made
for hire’ (.’ sMem., Ex. C). And, on March 12, 2001, AdOutlet filed its own competing applicationfor
copyright.
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26. Moreover, the parties agree that to the extent the source code was developed by iXL (and
they agreethat at least some of it was), that source code fdls within the definitionof “works madefor hire’
within paragraph 3 of the terms and conditions to the Statements of Work. There also is no dispute that
the source code developed for AdOutlet’ sweb steisof no useto anyone other than AdOuitlet. iXL does
not seek the return of the source code. That reflects the practica redity that the source code was
developed pursuant to pecific gpecifications set forthby AdOutl et tofit with programs designed specificaly
for AdOutlet, and thus could not be used by others—including iXL (AdOutlet Mem., Ex. 1 (Shane Aff.)
at 112).

27. Fndly, whilethe parties disagree about whether the contract documents vested ownership
of the source code in AdOutlet immediately, without regard to payment or other contractud disputesthat
may arise (whichis AdOutlet’ s position), the parties agree that a the end of this case the most likely result
isthat AdOutlet will have title to the copyright. If iXL wins the lawsuit, AdOutlet will have to pay some
or dl of the contract baance (which, even under iXL’stheory, would give AdOutlet title to the copyright).
If AdOutlet prevails on its defense that it need pay no more, then it will own the copyright (becauise, even
under iXL'’stheory, AdOutlet has paid al that is required).

.

“The purpose of a prdiminary injunction is merely to preserve the relative positions of the parties
until atrid on the meritscan be held.” University of Texas v. Camenisch, 451 U.S. 390, 395 (1981).
Because the purpose of a preliminary injunction is limited, so too is the proof that must be offered to

support it. A party thusis not required to proveits casein full a the preliminary injunction hearing. 1d.
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By the same token, it is not the province of the Court to issue preliminary injunctive relief to rectify
every Stuationthat aplantiff may protest asunfair. A prdiminary injunction*“isan extraordinary and dragtic
remedy, one that should not be granted unless the movant, by a clear showing, carries the burden of
persuasion.” Mazurek v. Armstrong, 520 U.S. 968, 972 (1997) (per curiam) (emphadis origind), quoting
11 C.WRIGHT,A. MILLER& M.KANE, FEDERALPRACTICEAND PROCEDURE § 2948, at 129-30 (2d ed.
1995). Thus aplantiff must clear sgnificant thresholdsin order to obtain prdiminary injunctive relief. In
the Seventh Circuit, “a party seeking a preiminary injunction must demondrate: (1) some likeihood of
succeeding on the merits, and (2) that it has‘no adequate remedy at law’ and will suffer *irreparable harm’
if preliminary relief isdenied.” Abbott Labs. v. Meade Johnson Co., 971 F.2d 6, 11 (7™ Cir. 1992)
(citing Lawson Prods., Inc. v. Avnet, Inc., 782 F.2d 1429, 1433 (7™ Cir. 1986); seealso Allied Sgnal,
Inc. v. B.F. Goodrich Co., 183 F.3d 568, 573 (7" Cir. 1999); Roland Mach. Co. v. Dresser Indus.,
Inc., 749 F.2d 380, 386-87 (7" Cir. 1984). “If the moving party cannot establish either of these
prerequisites, a court’sinquiry isover and the injunction must be denied. If, however, the moving party
clears both thresholds, the Court must then consider: (3) the irreparable harm the nonmoving party will
auffer if prdiminary rdief is granted, badancing that harm againg the irreparable harm to the moving party
if relief isdenied; and (4) the public interest, meaningthe consequences of granting or denying the injunction
to non parties.” Abbott Labs., 971 F.2d at 11-12. The Court then weighs dl four factors, as would a
chancdlor inequity, seeking to “minimize the costs of being mistaken” Id. at 12 (citing American Hospital

Supply Corp. v. Hospital Products, Ltd., 780 F.2d 589, 593 (7" Cir. 1986)).
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Inthiscase, webdievethat the motionfor preiminary injunctionmay be resolved by focusng soldy
on the threshold dements, as plaintiff at this point hasmade out a best only aweak case for likelihood of
success on the merits of the copyright clam and has failed to establish irreparable harm.

A. Likelihood of Successin the Merits.

The Copyright Act of 1976 protects origina works of authorship fixed in a tangible medium of
expresson. 17 U.S.C. § 102(a). The protection extends to a broad array of subject matter including
pictorid, graphic, sculpturd and literary works, 17 U.S.C. 8§102(a)(1), whichincludescomputer programs.
gad, inc. v. ALN Associates, Inc., 974 F.2d 834, 835 (7" Cir. 1992). A copyright gives the owner
exclugve rights to reproduce the work, to prepare derivative works based on the origind, to distribute
copies of the work to the public, and to display the work publicly. 17 U.S.C. § 106.

To establish copyright infringement, a plaintiff must demonstrate (1) ownership of avdid copyright,
and (2) unauthorized copying of the origind congtituent dementsof thework. Feist Publications, Inc. v.
Rural Tl. Serv. Co., Inc., 499 U.S. 340, 361 (1991); Wildlife Express Corp. v. Carol Wright Sales,
Inc., 18 F.3d 502, 507 (7™ Cir. 1994). In this case, we find the first dement dispositive of the question
of likelihood of success.

1 Ownership of a Valid Copyright.

iIXL has established a reasonable likdihood of establishing that the source code at issue is
copyrightable. The source codequdifiesas“Works' and* Services’ asdefined inthe Statements of Work
(see SO.W,, Ex. A, 111.2, 1.4). Under the Statements of Work, the parties agreed that “ Services’
performed by iXL and “Works’ developed or prepared by iXL and ddiveredto AdOutlet would congtitute

“works made for hire’ under the Copyright Act (Id., a 1 3). While the parties cannot confer by private
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agreement copyright status on that which is not copyrightable under governing law, see, e.g., Feist, 499
U.S. at 346 (‘[o]rigindity isaconditutiona requirement” for copyright protection), in this case it appears
that the source code created by iXL falswithin the definition of “work made for hire” under 17 U.S.C. 8§
101. The source code was “ specially ordered or commissoned for use,” and qudifies asa* contribution
to a collective work™:  the source code written for each section of the AdOutlet web site congtitutes a
separate, independent work and is a contribution to the collective whole — that is, the web ste. And,
AdOutlet could scarcely argue that the source code is not copyrightable, snce AdOutlet has filed its own
gpplication seeking the copyright on that materid.

Thedifficultythat iXL confrontsisin establishing alikelihood of success onthe propositionthat iXL,
rather than AdOutlet, is the owner of a copyright inthe source code. Onthispoint, iXL runsheadlonginto
the language of the Agreament that iXL itsdf drafted® The Statements of Work specificaly statethat the
Works and Services provided by iXL (which include the source code) are works made for hire for
AdOutlet, and that AdOutlet “shall be considered the author and shall be the copyright owner of the
works.” Thislanguage plainly congtitutes an express agreement that the source codeiswork madefor hire,
as required by 17 U.S.C. § 101. Under 17 U.S.C. § 201(b), the “person for whom the work was
prepared [here, AdOutlet] is considered the author for purposes of thistitle, and, unless the parties have
expressly agreed otherwise in awritten instrument Sgned by them, owns dl of the rights comprisedinthe

copyright.”

%During oral argument, iXL's counsel conceded that iXL drafted the agreements — although they were
negotiated, the contracts were on forms used by i XL.
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iXL contendsthat takentogether, the Agreement and the Statements of Work show that the parties
have “expresdy agreed otherwise,” by meaking ful payment of the invoices a condition precedent to
AdOutlet’s ownership of the source code. In order for iXL to demongtrate likelihood of succeeding on
this point, iXL must show both (1) that it is likely to succeed on its claim that AdOutlet breached the
contract by nonpayment, and (2) that such a breach deprivesiXL of ownership of the source code.

iXL has shown some likdlihood of success on this fird point. Under lllinois law (which governs
under the choice of law provison in the Agreement), iXL must establish the following dements to prove
abreach of contract dam: (1) the existence of avaid and enforceable contract; (2) performance by iXL;
(3) breach by AdOuitlet; and (4) resulting injurytoiXL. Gallagher Corp. v. Russ, 721 N.E.2d 605, 611
(11l. App. Ct. 1% Digt. 1999). Thereisnothing here to suggest that the Agreement and the Statements of
Work, sgned by both parties, are not vaid and enforceable. Nor isthere any dispute that iXL has billed
AdOutlet for some $2.9 million of time and expense that iXL actudly incurred in providing services to
AdOutlet, that AdOutlet has not paid nearly that full amount, and that as aresult iXL has suffered injury
—iXL admittedly has received some $1.7 million less than it billed AdOutlet. While AdOuitlet assertsthat
iXL faled to perform adequately under the Agreement and that AdOuitlet’ s failure to pay the full amount
is thus not a breach, there is evidence that could establish AdOutlet has accepted iXL’s work. The
evidence showsthat AdOutlet has not returned the source code submitted by XL, and has not exercised
the procedure set forthinthe contract for terminationupon iXL'’sfalure to timely correct non-conforming

works: AdOutlet has not returned the source code and sought arefund (SO.W., Ex. A, §2.3(ii).” Tothe

At oral argument, AdOutlet argued that it has exercised its option under paragraph 2.3(i) — that is, to
“reasonably extend iXL’s time to correct . . . non-conformities” beyond the 30-day period given for cure. Given that
(according to AdOutlet) the non-conformities go back well oversixmonths,and that AdOutlet saysit has been forced
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contrary, the evidence shows that AdOutlet is usng the source code developed by iXL on the web Site,
and that the source code devel oped by i XL isacritica component to the operationof AdOutlet’ sweb Site.
At ord argument, counsel for AdOutlet acknowledged that the question of whether there was adequate
performance by iXL involves digputed factsthat would have to be resolved by thejury at trid. Giventhese
circumstances, the Court finds that iXL has established some likelihood of success on its claim of breach
of contract.

However, iXL has not established a likdlihood of success on the proposition that a breach of
contract results in AdOutlet being deprived of ownership of the source code. The Statements of Work
provide that the Services provided by iXL are“worksmadefor hire’ for AdOutlet (SO.W., Ex. A, 1 3).
The Copyright Act providesthat the person for whomthe work was prepared is considered the author and
owns the rights comprised inthe copyright “ unlessthe parties have expresdy agreed otherwise in awritten
ingrument sgned by them.” 17 U.S.C. § 201(b). The Agreement and the Statements of Work contain
no express agreement that AdOutlet will be considered the author of the source code and the owner of its
copyright only after full payment of the invoices. Nor do these agreements state that AdOutlet is barred
from using the source code in its web Ste if AdOutlet has faled to pay the full invoice amount. Indeed,

when iXL delivered the CD Roms containing the source code on or about October 1, 2000 — by which

to correct them, the Court is skeptical that paragraph 2.3(i) applies. AdOutlet’sinterpretation of paragraph 2.3, carried
toitslogical end, could allow AdOutlet to unilaterally create a situation in which iXL's product is never accepted but
also never rejected.
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time AdOutlet already was nearly $900,000in arrearsin payment for more than 60 days—iXL nonetheless
affixed to the code alegend identifying AdOutlet as the holder of the copyright.2

In the absence of an express agreement, iXL attemptsto cobble together animplied condition that
AdOutlet cannot own (or use) the source code until it has made full payment of the invoice price to iXL.
iIXL pointsto two provisonsin particular, neither of whichbears the weight that iXL seeksto place on it.

First, iXL pointsto paragraph 2.2 of the terms and conditions of the Statements of Work, which
date that AdOutlet “shal perform the tasks set forth in the Statement as a condition to iXL’s obligations
to perform hereunder.” XL clams that this language establishes that full payment by AdOutlet is a
condition precedent to AdOutlet being deemed the author and copyright holder of the source code. XL
certainly could have made full payment by AdOutlet a condition precedent. See, e.g., MXL Industries,
Inc. v. Mulder, 252 Il. App. 3d, 18, 25 (2d Dist. 1993) (“a condition precedent . . . isto be performed
by one party to anexigting contract before the other party is obligated to perform”). But it ishardtoread
paragraph 2.2 as doing so. The word “tasks’ is not defined in the Agreement or in the Statements of
Work. The Court finds it plausble that paragraph 2.2 is to be read in conjunction with paragraph 2.4,
which providesthat iXL’sobligationto meet contractual deadlinesis contingent upon AdOutlet complying
“in atimely manner, with al reasonable requests of iXL.” But to construe “task” to mean “full payment”
by AdOutlet, asiXL argues, would make no sense. Read that way, under paragraph 2.2 iXL would have

absolutely no “obligations to perform” until AdOutlet first had paid the full contract price—which is dearly

8Thisfi gure of nearly $900,000 is derived from adding together Invoices 63-201677, 63-200744, and 63-201679,
all of which were dated on or before July 17, 2000, and thus had been unpaid for more than 60 days by October 1, 2000.
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not what the parties intended, as measured both by the wording of the contract® and the actual course of
performance by the parties.’”
Second, iXL relieson paragraph 3 of the terms and conditions, and inparticular, the Sxth sentence
of that paragraph, which states asfollows:
If any of the Worksexcept the Pre-Existing Works do not qudify for treetment as
a“work for hire’ or if iXL retains any interest inany componentsof the works for
any other reason, iXL hereby grants, assgns and transfers to Client ownership of
dl United States and internationa copyrights and al other intellectua property
rights in the Works, subject to certain rights of iXL described herein, and dl the
rights of use in respect thereof whichareintended to be conferred hereunder and
under the Statement, free and clear of any and dl clams for royalties or other
compensation except as stated in this Statement.
iXL correctly notesthat the grant of right set forthinthis sentence statesthat it is being made free and clear
of any and dl dams for royadties or other compensation except as stated in this Statement. But the
Court does not believe that sentence makes payment a preconditionto vesting of authorship and copyright

ownership inAdOutlet, whether viewing the sentence in isolation or in the context of the entire paragraph.

9The Statements of Work all provide that “iXL’s servicesshall begin” on a specified start date, and “ continue
until completion . . . or termination” (S.O.W., § 3) (emphasis added), and that iXL shall bill monthly “for the services
rendered” (Id., T 2; see also Agreement 1,5.1). Moreover, the Agreement allowsiXL to suspendwork if thereisa60-day
delinquency in payment (Agreement, 1 5.4). These terms clearly contemplate that services would be rendered before
payment by AdOutlet.

°The evidence shows that iXL in fact routinely rendered services first, and then billedforthem later. Indeed,
it appears that iXL did not deliverthe CD ROM Scontaining the source code until on or about October 1, 2000 (see Def.’s
Mem., Ex. 1 (Shane Aff.), Ex. K), even though by that time, AdOutlet had failed to pay several invoices for more than
sixty days, thereby “justifying iXL’s suspension of the performance of the Services” (Agreement, 15.4). To the extent
there could be any ambiguity about the meaning of paragraph 2.2, this courseof performance evidence underminesiXL’s
current interpretation of that paragraph. See, e.g., Chicago & Northwestern Railway Co. v. Peoria & Pekin Union
Railway Co., 46 Ill. App. 3d 95, 100-101 (3d Dist. 1977) (in case of ambiguity, court relied on parties’ course of
performance as evidence of their “ settled construction” andrelyingon Restatement (Second) of Contracts Section 228(4),
held that “the parties to an agreement are in the best position to know what they meant, and their action under the
contract is often the strongest evidence of their intended meaning”); FARNSWORTH ON CONTRACTS, § 7.13,at 318n.30
(quoting an English judge who once said: “show me what the parties did under the contract and | will show you what
the contract means”).
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Read inisolation, the Court believesthat this sentence does not make the vesting of authorship and
ownership contingent on payment, but rather, indicates that in tranferring thoserights, iXL did so freeand
clear of any damsfor roydty or other compensation, but without waiver of iXL’sright to payment as st
forth in the Statements of Work. Put another way, this sentence does not make payment by AdOutlet a
preconditionto authorship and ownership rights in a source code vesting in AdOutl et; rather, the sentence
makes clear that the vesting of those rights in AdOutlet does not extinguish iXL'’s right to payment for
services.

Moreover, viewed inthe context of the entire paragraph, it ishard to see as a practical matter when
this sentence would come into operation. The third sentence of paragraph 3 statesthat asto the materids
that shdl condtitute works made for hire (including the source code), AdOutlet “shdl be considered the
author and shdl be the copyright owner of the works.” That sentence has no ambiguity or qudification,
and expresses no contingency in the vegting of authorship and ownership. The very next sentence,
moreover, provides that “[i]f and to the extent that the foregoing provisions do not operate to vest fuly and
effectivdy in [AdOutlet] such rightsiXL hereby grants and assgnsto [AdOutlet] dl rights which may not
have so vested [] (except for rights in the Pre-Existing Works).” That sentence appearsto account for the
possihility that despite the parties agreement, the Services or Works rendered by iXL might not qudify
for copyright protection, in which case that sentence would vest ownership of any non-copyright materid
in AdOutlet — again, with that grant being unqudified and unconditiond. Inlight of those two broad grants
of ownership in AdOutlet, which cover the Works and Services both in the event they are copyrightable
and in the event that they are nat, it is hard to envison when the sixth sentence in paragraph 3.3 on which

iXL relies would ever come into play. To the extent that there is any ambiguity about it, that uncertainty

22



cutsagaing iXL, whichdrafted the contracts. Bourkev. Dun & Bradstreet Corp., 159 F.3d 1032, 1036
(7™ Cir. 1998) (applying lllinais law). Thus, we do not believe that paragraph 3.3 contains the kind of
express statement required by 17 U.S.C. § 201(b) to limit or quaify AdOutlet’ s rights of ownership.
iXL adsoarguesthat inthe absence of aclear contractua provison, the Court should imply payment
by AdOutlet as a condition precedent to vesting of authorship and ownership of the source code by
AdOutlet. While each Sde has cited authority to support its respective postion that full payment is an
implied condition precedent to vesting of authorship and ownership in AdOutlet, Black v. Pizza Time
Theaters, Inc., 1983 WL 1140 (N.D. Cd. Aug. 15, 1983), Hughey v. Paleographics Co., 189
U.S.P.Q.527,532-33 (D. Colo. 1976), NIMMER ON CoPYRIGHT, 8 5.03[E] at 5-55, 56 (1999 ed.), or
is not a precondition, Real Estate Data, Inc. v. Sdwell Co., 809 F.2d 366, 371 (7" Cir. 1987),
Glovaroma, Inc. v. MalJack Productions, Inc., 71 F. Supp. 2d 846, 851 (N.D. IIl. 1999); Natkin v.
Winfrey, 111 F. Supp. 2d 1003, 1008 (N.D. IIl. 2000), the Court does not find any of those authorities
persuasive here. AdOutlet’ s authorities do not deal with the Stuation of afalureto pay by the client, as
isdlegedto bethe case here. And iXL'’sauthorities al ded with the scenario not present here: wherethe
plantiffs did not seek contract damages, but instead sought recision of the contract and return of the
intellectua property. Inthiscase, iXL does not want the copyright materia back, because it was created
for AdOutlet’ s particular specifications and thus isuseless by iXL (except perhapsfor leverage inresolving

this payment dispute).**

UwhileiXL places great weight on In re Amica, Inc., 135 B.R. 534 (BR N.D. Ill. 1992), we find that decision
inapposite. The case did not involve work for hire, and the relevant contract provided for reversion of the software to
the creator if there was nonpayment — aremedy that the creator there in fact sought, unlike the case here.
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Inany event, we agree with the observation the court in Royal v. Leading Edge Products, Inc.,
833F.2d 1, 3 (1% Cir. 1987), that there is “ scant reason” to imply any condition concerning ownership of
acopyright whenan* unambiguous compact occupiesthe fidld.” In Royal, the defendant had entered into
aroydty agreement withplaintiff, one of its employees. Paintiff was theregfter terminated, and defendant
ceased paying roydties. In rgjecting the plaintiff’ s assertion that the copyright reverted to him asaresult
of the dleged fallure to pay roydlties, the court noted that the royaty agreement explicitly addressed the
consequences that would flow from termination of employment, and that “[r]everson of the copyright is
not among those consequences.” 833 F.2d a 3. The court reasoned that “[w]here, as here, the contract
is clear, courts must be loath to presume added promises out of thin air,” and that “[t]he expressterms of
[plaintiffs] bargain with the company leave no room for ungtated conditionsto creepintothe ded.” 1d. at
3-4.%2

In this case, iXL drafted the Agreement and the Statements of Work, and negotiated it at ams
length with AdOutlet. iXL had every opportunity, and presumably every incentive, to provide in the
Agreement and the Statements of Work for adequate safeguardsto insure payment —induding aprovison

that conditioned AdOuitlet’ sright of ownership inuse of the copyright information upon payment of the full

2Royal al'so points to another potential problemwithiXL’s copyright claim: it may not “arise[s] under” federal
copyright law. InRoyal, the court affirmed the dismissal of the complaint for lack of subject matter jurisdiction on the
reasoning that whatever the outcome of the case, the plaintiff “would have no statutorily based ownership rights.” 833
F.2d at 3. That isalsothe case here. If iXL winsthe case, AdOutlet would be required to pay damages — at which time,
under iXL’stheory, AdOutlet would own the copyright (and there is no argument raised by iXL that AdOutlet is unable
to pay). If AdOutlet wins, then AdOutlet was the owner of the copyright all along. Asin Royal, eitherway,iXL would
not have any copyright ownership interests. See also Malinowski v. Playboy Enterprises, Inc., 706 F. Supp. 611, 615
(N.D.111. 1989) (“nonpayment of royalties do not constitute claims arising out of the Copyright Act”). Here, of course,
alack of jurisdiction underthe copyright laws would not end the case in this court, as there exists diversity jurisdiction
overthestatelaw claims. But this potential jurisdictional problem further adds tothe doubt that iXL will succeed on the
copyright claim.
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invoice price. Now that the contract has gone sour, iXL asks the Court to step in and provide it with a
remedy (and withleverage) that iXL did not bargain for. The Court does not believe that iXL has shown
some likelihood of succeeding in that effort.™
B. Existence of Irreparable Harm and Absence of Adequate Remedy at L aw.

“Irreparable injury may normaly be presumed froma showing of copyright infringement.” Atari,
Inc. v. North American Philips Consumer Electronics Corp., 672F.2d 607,620 (71" Cir. 1982). Here,
because iXL has not made a sufficdent showing of likelihood of success, no presumption applies.
Moreover, even if the presumption gpplied, it would bejust that —a presumption. And onthefactsof this
case, we do not believe such a presumption would be sufficient to establish irreparable harm.

iIXL concedes, asit mugt, that it does not compete with AdOuitlet; thus, thisis not a case where
a competitor is taking a plantiff's intelectud property and using it to the plantiff’'s competitive
disadvantage. Nor isthisacasein which adefendant is depriving plaintiff of the use of property; here, iXL
has no desireto get the source code back, and no useto make of it if the source code was returned. And,
thisisnot astuaioninwhichany lossto iXL isnot measurable (and remediable) by money; to the contrary,
the contract price representsiXL’s valuation of the intellectua property.

Rather, iXL’s lead argument is that AdOutlet’s conduct is causing irreparable harm because

AdOutlet (and other unnamed companies like it) are refusing to pay the amounts charged on the invoices

BInitsreply brief,iXL argues that evenifitis not likely to succeed on the copyright claim, it is likely to succeed
on the claim for misappropriation of intellectual property set forth in Count V (Pl.’s Reply Mem. 9-10). However,
paragraph 3.3 of the terms and conditions on its face vests ownership of the source code in AdOutlet, whether itisa
matter of copyright law or other intellectual property. Thus, we do not believe that iXL has any better likelihood of
success on the misappropriation claim than on the copyright claim. Moreover, iXLignoresthat its prayerforinjunctive
relief is solely with respect to the copyright claim, and not as to the misappropriation claim (S.A.C., at 11).
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by iXL, and that in large part as aresult of this conduct, iXL is“currently undergoing financid difficulties’
(Pl sMem. Ex. 3 (Michadson Aff.), a 1 5). Thecaselaw inthisCircuit establishesthat in an appropriate
case, a damages remedy may be inadequate (and thus lead to irreparable harm) if it “may cometoo late
to save the plantiff’ sbusness” Roland Mach., 749 F.2d at 386; seealso Young v. Ballis, 762 F. Supp.
823, 827 (S.D. Ind. 1990) (an injunction may issue if it is “necessary to save a plantiff’s business from
insolvency”). But for two reasons, thisis not such a case.

First, dthough AdOutlet chooses not to answer iXL’s assertion of “financid difficulties,” that
conclusory one sentence assartion is insufficient support for ashowing of irreparable harm. iIXL offersno
backup for that assertion, and does not disclose the extent of itsfinancid difficulties. Certainly, iXL does
not assert that bankruptcy isinthe offing. To support an injunction, “[t]he likelihood of injury must bered,
not speculative.” Young, 762 F. Supp. at 827. Here, thereis no evidence that iXL cannot hold out until
atrial on the merits to recover the damagesiit seeks.!

Second, we do not beieve that iXL’s “financid difficulties’ can support a finding of irreparable
harm here, because even accepting iXL’s assertion at face vaue, those difficulties are in some measure
problems of iXL’s own meking. In so gating, the Court does not in any way excuse or condone the
conduct of aparty that ignoresitscontractua obligations. If that iswhat happened here, then AdOutlet will
pay — not only the contract amount, but interest and iXL's attorneys fees as wel. But iXL must accept
that it had some respongbility to negotiate for terms in the agreements that would provide protection

acceptable toiXL in the event of abreach. Repeatedly during ord argument, iXL’s attorney complained

14To that end, the Court — with the agreement of the parties — has imposed an accel erated discovery schedule,
so that all non-expert discovery will be completed by May 22, 2001.
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that during the pendency of this dispute, AdOutlet was in the enviable position of both having the source
code and holding onto the money, whileiXL had neither. But there were plenty of optionsthat iXL could
have pursued in negotiating the contract to insure that that would not be the case. For example, iXL could
have required that AdOutlet provide a standby letter of credit, so that if there was a falure to pay, iXL
could present a demand to AdOutlet’s bank and obtain immediate payment without interference by
AdOutlet.®™ Or, iXL could have negotiated for acontractual provisonthat expresdy prohibited AdOutlet
from using the source code on the web site until AdOutlet had fully paid the invoice price. There may be
very good business reasons why iXL did not indst on those provisons, or otherslike them. But having
faled to do so, whether for good reasons or not, iXL cannot transform that business decision into a case

of irreparable harm.

||linois law defines a letter of credit as “an engagement by a bank or other person made at the request of a
customer...that the issuer will honor drafts or other demands for payment upon compliance with conditions specified
inthe credit.” 810 ILCS5/5-103(1)(a). Under aletter of credit arrangement, there are three separate contracts:

Thefirst isthe contract between the beneficiary and the customer. . . which is the contract
underlying the letter of credit. The second is betweenthe customerand the bank, when the
customer offers collateral in exchange for the bank’ sissuance of aletterof credit. The third
contract is between the bank and the beneficiary, wherein the bank agrees to pay the
beneficiary anamount stated when and if the beneficiary complies withtheterms cited in the
letter of credit.

Banco del Estado v. Navistar Int’'l, 954 F. Supp. 1275, 1282 (N.D. I1l. 1997), citing Jupiter Orrington Corp.v. Zweifel, 469
N.E.2d 590, 592 (I1l. App. Ct. 1% Dist. 1984).

Under this arrangement, “[a]n issuer musthonor adraft or demand for payment which complies with the terms
of the relevant credit regardless of whether the goods or documents conformto the underlying contract ... between the
customer and beneficiary.” 810 ILCS 5/5-114(1); see also Pioneer Bank v. Seiko Sporting Goods, U.S.A. Co., 540 N.E.
2d 808, 811 (11l. App. Ct. 1¥ Dist. 1989) (emphasis added) (“when the documents presented [by the beneficiary] comply
with conditions specified in the letter of credit, the issuer [the bank] is authorized and obligated to pay”). Disputes —
and even alleged fraud — in the performance of the underlying contract are insufficient to bar the beneficiary from
drawing on theletter of credit. Jupiter Orrington, 469 N.E. 2d at 593, 594. The Seventh Circuit thus has aptly described
the letter of credit as being “designed to avoid complex disputes about how much the beneficiaries ‘really’ owe. The
promiseand premise are ‘ pay now, argue later.” Eakin v. Continental Illinois Nat.Bank & Trust Co.,875F.2d 114,116
(7" Cir. 1989).
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Findly, iXL’stheory of irreparable harm does not match the prdiminary injunction it seeks. iXL
says that itsharmisthe finandd difficulty inwhichiXL findsitsdf. However, the preliminary injunction thet
iXL seeks only would bar AdOutlet from usng the source code. It would not bring money into iXL’'s
coffers (at leest directly). For dl of these reasons, the Court finds that iXL has not made a showing of
irreparable harm. 16
C. Balance of Hardships/Public Interest.

Because iXL hasfaled to establish some likelihood of succeeding on the merits of the copyright
dam and irreparable harm in the absence of preiminary rdief, the balance of hardships and the public
interest dementsdo not comeinto play. Abbott Labs., 971 F.2d at 11. However, evenwereit otherwise,
and we consdered those factors as part of the mix, the outcome would be the same: iXL would not make
out adam for prliminary injunctive relief.

The purpose of waghing the four factors rdlevant to a request for injunctive relief isto find a
resolution that seeks to “minimize the costs of being mistaken.” Abbott, 971 F.2d at 11. Hence, themore
likely the moving party isto win on the merits, the less heavily the bal ance of harms need to weigh infavor
of that party. Roland Mach, 749 F.2d at 387. Here, because any likelihood of successiXL hason the
copyright daim is dubious, under any formulation iXL would have to show that the balance of harms

weights compdlingly in favor of granting a prdiminary injunction. But iXL fals to do so. The harm iXL

16X L also argues that AdOutlet’s use of the source code causes irreparable harm by eroding the value of the
intellectual property (Pl.”s Mem. 9), but failsto explain how. Thisis not acasewhere wide dissemination of intellectual
property causesit to lose uniqueness and value, as might be the case with a distinctive trademark that is diluted by
unauthorized and wide spread use. In this case, the whole purpose of the source code was for AdOutlet to use it; iXL
does not useit,and does not want to useit. Nor isthis asituationwhere AdOutlet is allegedly erodingiXL’'sgood name
and good will in the market by putting out a shoddy product that isimproperly associated with the iXL name.
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would suffer in the absence of a prdiminary injunction is precisay the same harm it ill would suffer if a
preiminary injunction is granted: iXL must wait until the end of the case to seeif AdOutlet will be required
to pay more money onthe contract. On the other hand, the evidence showsthat if apreiminary injunction
is granted and AdOutlet is enjoined from usng the source code, AdOutlet would not be able to operate
the web dite, a detriment that makes it difficult for the Court to say that iXL has shown the balance of
hardships would tip compdlingly inits favor.t’

Asfor the public interest inquiry, that seeksto determine whether granting or denying a preiminary
inunction “will have consequences beyond the immediate parties” Roland Mach., 749 F.2d at 388.
Certainly, the case law makes it plain that the public interest is served by “preserv[ing] the integrity of the
copyright laws which seek to encourage individud effort and creativity by granting vauable enforcegble
rights” Atari, 672 F.2d & 620. But here, iXL’scam of copyright infringement is sufficiently weak that
it cannot be said that the purposes of the copyright laws would be vindicated by a preliminary injunction.
iXL argues that the public (and iXL) would be served by a prdiminary injunctionthat sends a message that
the courtswill not countenance to acontract taking the benefits of the contract and refusing to pay for them.
Setting aside theories of the virtues of “efident breach” of contract, e.g., Patton v. Mid-Continent
Systems, Inc., 841 F.2d 742, 750 (7™ Cir. 1989), which we do not believe this case presents, there is
someforceto iXL'spoint. Butitis an argument that proves too much, as that same rationde could be

urged to argue for preliminary injunctive rdief to issue in any breach of contract case. Onthe other hand,

The Court does not believe that thisis acase, such asthat in Atari, in which this possible harm to AdOutlet
“merits little equitable consideration.” InAtari,the court was presented with acasein whichthe plaintiff had established
alikelihood of success on its claim that defendant had engaged in copyright infringement,and was using the infringing
product to compete unfairly against the plaintiff. Inthis case, the parties are not competitors, and all agree that at the
end of the case the likely result isthat AdOutlet will own any copyright in the source code.
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there is the public interest to be served in encouraging business people to carefully consder the bargains
that they make, and not to rely on courtsto rewrite the agreementsto indudeterms that the partiesdid not,
or could not, obtain through negotiation. Thus, even taking into account the balance of hardshipsand public

interest factors, iXL has faled to demondrate an entitlement to priminary injunctive rdlief.

CONCLUSION
For the foregoing reasons, the Court respectfully recommends that iXL’s motion for preiminary
injunction (doc. # 11) be denied. Specific written objections to this report and recommendation may be
served and filed within 10 business days from the date that this order is served. Fed. R. Civ. P. 72(a).
Fallure to file objections with the didtrict court within the specified time will result in awaiver of the right
to apped dl findings, factud and legd, made by this Court inthe report and recommendation. See Video
Views, Inc. v. Sudio 21, Ltd., 797 F.2d 538, 539 (7" Cir. 1986).

ENTER:

SIDNEY |. SCHENKIER
United States M agistrate Judge

Dated: March 29, 2001
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